
























































Kerrville Public Utility Board

Notes to Financial Statements

September 30, 2009 and 2008

2: Cash, Cash Equivalents and Investments (continued)

At September 30, 2009 and 2008, KPUB's exposure to interest rate risk as measured by the
segmented time distribution by investment type is summarized below:

September 30,
2009 Investment Maturities in Years

Fair Value Less than 1 1-5
Federal Home Loan Bank Note $ 2,017,114 1,001,363 1,015,751
Federal Farm Credit Bank 1,521,556 1,521,556
Total U.S. Agency Investments 3,538,670 2,522,919 1,015,751
Texas Local Government

Investment Pool (TexPool) 9,490,452 9,490,452
Local Government Investment

Cooperative (LOGIC) 4,735,931 4,735,931
Total Investments $ 17,765,053 16,749,302 1,015,751

September 30,
2008 Investment Maturities in Years

Fair Value Less than 1 1 - 5
Federal Home Loan Bank Note $ 1,007,250 1,007,250
Federal Farm Credit Bank 1,505,146 1,505,146
Total U.S. Agency Investments 2,512,396 1,007,250 1,505,146
Texas Local Government

Investment Pool (TexPool) 5,751,809 5,751,809
Local Government Investment

Cooperative (LOGIC) 4,685,376 4,685,376
Total Investments $ 12,949,581 11,444,435 1,505,146
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Kerrville Public Utility Board

Notes to Financial Statements

September 30,2009 and 2008

2: Cash, Cash Equivalents and Investments (continued)

Credit Risk

KPUB's exposure to credit risk at September 30, 2009 and 2008 is presented below by investment
category as rated by Standard & Poor's:

Federal Home Loan Bank Note
Federal Farm Credit Bank
Total U.S. Agency Investments
Texas Local Government Investment

Pool (TexPool)
Local Government Investment Cooperative

(LOGIC)
Total Investments

Federal Horne Loan Bank Note
Federal Farm Credit Bank
Total U.S. Agency Investments
Texas Local Government Investment

Pool (TexPool)
Local Government Investment Cooperative

(LOGIC)
Total Investments
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September 30,
2009

Fair Value
$ 2,017,114

1,521,556
3,538,670

9,490,452

4,735,931
$ 17,765,053

September 30,
2008

Fair Value
$ 1,007,250

1,505,146
2,512,396

5,751,809

4,685,376
$ 12,949,581

Rating
AAA
AAA

AAAm

AAAm

Rating
AAA
AAA

AAAm

AAAm



Kerrville Public Utility Board

Notes to Financial Statements

September 30,2009 and 2008

2: Cash, Cash Equivalents and Investments (continued)

Custodial Credit Risk - KPUB's funds on deposit with the depository bank were either fully insured
by the Federal Deposit Insurance Cooperation or collateralized with securities held by KPUB or its
agent and listing KPUB as pledgee. All KPUB cash deposits at the depository bank were covered at
all times by pledged securities held as collateral at the third party bank.

All investments are made in the name of KPUB. All investments were purchased with the delivery
versus payment method and are recorded in KPUB's name on the Federal Reserve's book entry
system and confirmed to KPUB via safekeeping receipt maintained on the books of the depository
bank's safekeeping department.

Concentration of Credit Risk - Although KPUB' s investment policy does not include an approved
asset mix, the investment portfolio is diversified to eliminate the risk of loss resulting from over
concentration of assets in a specific maturity, a specific issue, or a specific class of securities. Within
the constraints of cash flow requirements, investment maturities are staggered in a way that avoids
undue concentration of assets in a specific maturity sector. KPUB does not invest its portfolio in one
investment pool. Funds are divided between two pools for diversification and security reasons.

The KPUB investment policy does not list prohibited investments. The policy does list allowable
investments, and these include:

A. Obligations of the United States or its agencies and instrumentalities as permitted by Section
2256.009 of the Public Funds Investment Act;

B. Certificates of deposit or share certificates issued by a depository institution that has its main
office or branch office in the State of Texas and (i) are fully insured or collateralized and
meeting all further requirements as set forth in Section 2256.010(a), as amended, Texas
Government Code, or (ii) the depository institution participates in the Certificate of Deposit
Account Registry Service network (CDARS) and meets all further requirements as set forth in
Section 2256.010(b), as amended, Texas Government Code;

C. Fully insured or collateralized certificates of deposits issued by state or national banks and
savings banks or state or Federal Credit Unions domiciled in the State of Texas meeting all
other requirements set forth in Section 2256.010, Texas Government Code, as amended;

D. Repurchase agreements collateralized by obligations of the United States or its agencies and
meeting all other requirements set forth in Section 2256.011, Texas Government Code, as
amended;
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Kerrville Public Utility Board

Notes to Financial Statements

September 30, 2009 and 2008

2: Cash, Cash Equivalents and Investments (continued)

E. Investment pools rated not less than AAA- or an equivalent rating by at least one nationally
recognized rating service and meeting all other requirements set forth in Section 2256.016,
Texas Government Code, as amended, including authorization by KPUB in the particular
investment pool; and

F. Other such securities or obligations approved by the Investment Committee and permitted by
the Texas Public Funds Investment Act and Bond Ordinance No. 2001-15.

The investment policy also allows an eligible securities lending program which satisfies the
requirements of Section 2256.0115 of the Texas Public Funds Investment Act. KPUB did not
participate in any security lending agreements during fiscal years 2009 and 2008.

As of September 30, 2009 and 2008, the following was the composition of KPUB's investment
portfolio:

2009
Local Government Investment Cooperative (LOGIC)
Texas Local Government Investment Pool (TexPool)
U.S. Agency Securities

2008
Local Government Investment Cooperative (LOGIC)
Texas Local Government Investment Pool (TexPool)
U.S. Agency Securities

26.70%
53.40%
19.90%

36.18%
44.42%
19.40%

Foreign Currency Risk - KPUB does not engage in any deposit or investment transactions involving
foreign currency.
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Kerrville Public Utility Board

Notes to Financial Statements

September 30, 2009 and 2008

3: Capital Assets

Capital assets consist of electric plant in service and is comprised of the following components at
September 30:

9/30/2008 Increases Decreases 9/30/2009
Capital asset, not being

depreciated:
Land $ 117,656 $ $ $ 117,656
Construction in progress 1,648,637 1,953,979 (2,546,700) 1,055,916

Total capital assets not being
depreciated 1,766,293 1,953,979 (2,546,700) 1,173,572

Capital assets, being depreciated:
Distribution system 43,610,319 2,182,161 (378,423) 45,414,057
Buildings and equipment 4,172,828 139,700 (243,593) 4,068,935
Transporation equipment 1,717,022 185,745 (254,641) 1,648,126
Other 694,776 . 71,585 766,361

Total capital assets being
depreciated 50,194,945 2,579,191 (876,657) 51,897,479

Less accumulated depreciation for:
Distribution system (19,713,909) (1,864,741) 398,166 (21,180,484)
Buildings and equipment (2,512,485) (123,702) 243,593 (2,392,594)
Transportation equipment (714,469) (109,560) 254,642 (569,387)
Other (280,563) (27,131) (307,694)

Total accumulated depreciation (23,221,426) (2,125,134) 896,401 (24,450,159)

Total capital assets, being
depreciated, net 26,973,519 454,057 19,744 27,447,320

Capital assets, net $ 28,739,812 $ 2,408,036 $ (2,526,956) $ 28,620,892
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Kerrville Public Utility Board

Notes to Financial Statements

September 30, 2009 and 2008

3: Capital Assets (continued)

9/30/2007 Increases Decreases 9/30/2008
Capital asset, not being

depreciated:
Land $ 117,656 $ $ $ 117,656
Construction in progress 2,555,257 2,739,370 (3,645,990) 1,648,637

Total capital assets not being
depreciated 2,672,913 2,739,370 (3,645,990) 1,766,293

Capital assets, being depreciated:
Distribution system 40,704,880 3,261,553 (356,114) 43,610,319
Buildings and equipment 4,064,400 194,466 (86,038) 4,172,828
Transporation equipment 1,706,711 101,161 (90,850) 1,717,022
Other 645,802 48,974 694,776

Total capital assets being
depreciated 47,121,793 3,606,154 (533,002) 50,194,945

Less accumulated depreciation for:
Distribution system (18,330,095) (1,784,130) 400,316 (19,713,909)
Buildings and equipment (2,473,234) (125,289) 86,038 (2,512,485)
Transportation equipment (691,057) (114,262) 90,850 (714,469)
Other (254,605) (25,958) (280,563)

Total accumulated depreciation (21,748,991) (2,049,639) 577,204 (23,221,426)

Total capital assets, being
depreciated, net 25,372,802 1,556,515 44,202 26,973,519

Capital assets, net $ 28,045,715 $ 4,295,885 $ (3,601,788) $ 28,739,812
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Kerrville Puhlie Utility Board

Notes to Financial Statements

September 30, 2009 and 2008

4: Long-Term Debt

Revenue bonds at September 30,2009 and 2008 are comprised of the following:

City of Kerrville, Texas Electric System Revenue Refunding
Bonds, Series 2001; due in annual installments in amounts
ranging from $1,930,000 to $2,415,000 through November 1,
2013; interest ranges from 4.0% to 5.25% payable
semiannually $
Net unamortized premium
Unamortized loss on refunding
Net revenue bonds
Less current maturities

$

2009

11,055,000 $
351,264

(418,580)
10,987,684
2,085,000
8,902,684 $

2008

13,060,000
437,288

(521,089)
12,976,199
2,005,000

10,971,199

The principal balance of long-term debt was $14,990,000 on October 1, 2007 and KPUB made
principal payments of $2,005,000 and $1,930,000 during 2009 and 2008, respectively resulting in a
remaining principal balance of long-term debt of $11,055,000 and $13,060,000 at September 30,
2009 and 2008, respectively. The unamortized premiums and unamortized loss on refunding are
amortized on the straight-line basis over the remaining life of the Series 2001 Bond Issue.
Amortization of the unamortized loss on refunding to expense was $102,509 in the years ended
September 30, 2009 and 2008. Amortization of the premium to expense was $(86,024) for the years
ended September 30,2009 and 2008.

The Reserve Fund must contain cash and/or investments equal to or exceeding the average annual
principal and interest requirements. The bond resolution and ordinances contain flow of funds
requirements which generally provide for the order in which funds are to be applied and a specific
debt service coverage requirement of net revenues at least equal to 110 percent of the principal and
interest requirements due. As of September 30, 2009 and 2008, bond reserve and debt service
coverage requirements have been met.
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Kerrville Public Utility Board

Notes to Financial Statements

September 30, 2009 and 2008

4: Long-Term Debt (continued)

A schedule of bond maturities and interest through 2014 is as follows:

Balance of
Year Ending Principal

September 30, Total Interest Principal Oustanding
2009 11,055,000
2010 2,603,741 518,741 2,085,000 8,970,000
2011 2,604,066 409,066 2,195,000 6,775,000
2012 2,589,009 294,009 2,295,000 4,480,000
2013 2,586,806 171,806 2,415,000 2,065,000
2014 2,119,206 54,206 2,065,000

$ $ 12,502,828 $ 1,447,828 $ 11,055,000

5: Related Party Transactions

Pursuant to the bond ordinance, KPUB pays the City 3% of the gross revenues of the System on a
monthly basis. Such City fees, which are recorded as nonoperating expenses, amounted to
$1,337,303 and $1,419,632 for the years ended September 30, 2009 and 2008, respectively. At
September 30, 2009 and 2008, amounts due to the City by KPUB amounted to $133,294 and 170,462,
respectively. In addition, KPUB pays a discretionary fee to the City considered on an annual basis
which is used for economic development. This discretionary fee amounted to $20,000 in 2009 and
2008.

6: Purchased Power Contract

Pursuant to the purchase of the System in December 1987 from LCRA, KPUB entered into an
agreement with LCRA for the purchase of power. In early 1988, the wholesale power agreement was
amended. The amended wholesale power agreement provides that LCRA will supply electric power
and energy to KPUB for its use and for resale to customers of the System. The minimum term of the
amended agreement is through June 2016 and is renewable for successive periods of ten years
thereafter, unless notice of intent to terminate is given by either party prior to the end of the eighth
year of the original or any successive term. Under the terms of the amended agreement, KPUB
agrees not to enter into a contract for power and energy with any other entity without prior approval
of LCRA. KPUB may, however, purchase from others any portion of its electric and power
requirements which cannot be supplied by LCRA. The LCRA through its Price Select Program offers
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Kerrville Public Utility Board

Notes to Financial Statements

September 30, 2009 and 2008

6: Purchased Power Contract (continued)

all LCRA customers the option of buying 10% of their energy from alternate power providers. A
second option is also provided which allows customers to buy other customers' 10% options and use
the additional contracts to increase the amount of energy that could be bought from alternate power
suppliers.

In fiscal year 2005, KPUB entered into an aggregation agreement with New Braunfels, Boerne,
Seguin, San Bernard Electric Cooperative and Bandera Electric Cooperative for energy to be
purchased in 2006. KPUB had, along with 11.2 MW for KPUB's 10% option, contracted with
Flatonia, Halletsville, Cuero, San Saba, Goldwaithe and Cap Rock Energy for another 5 MW of
options. The aggregated group was unable to obtain LCRA's energy price for 2006 in a timely
manner to meet the September 1, 2005 LCRA notification deadline, so the additional options were
not exercised. The aggregated group informed LCRA on September 1, 2005 that all customers would
be back under the LCRA wholesale contract for 2006.

In December 2005, KPUB revised their agreement with LCRA that included, among other provisions,
that the contract load would be established at 80 MW for KPUB.

KPUB entered into a contract with City Public Service of San Antonio (CPS) for the energy above
the LCRA 80 MW contract cap. The contract was for energy during the months of June, July, August
and September 2006.

Power supply issues for the fiscal year 2007 continued to be expanded for the future of the LCRA
contract with the 80 MW cap and management entering into two aggregation groups for the purchases
outside LCRA. KPUB is operating under a partial requirements contract with LCRA, with LCRA
providing a large percentage of the KPUB's energy and KPUB going out for bids for the remainder of
the energy required.

The aggregation group of nine which includes Boerne, NBU, San Bernard Electric Cooperative, the
Cities of Georgetown and Seguin, Guadalupe Valley Electric Cooperative, Bandera Electric
Cooperative, Central Texas Electric Cooperative and KPUB went out for bid in 2007 for their 10%
energy. This bid resulted in the aggregation entering into a three year contract with CPS. KPUB
received 19 MW and 16 MW of energy under this contract for fiscal years 2009 and 2008,
respectively. KPUB then entered into another aggregation contract with Central Texas Electric
Cooperative and the City of Georgetown.
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Kerrville Public Utility Board

Notes to Financial Statements

September 30, 2009 and 2008

6: Purchased Power Contract (continued)

The group was able to acquire the 10% contract loads of Bastrop, Cap Rock Energy, Cuero,
Halletsville, Flatonia, Fredericksburg, Goldthwaite, Lampasas, Llano, Mason, San Marcos and San
Saba. For fiscal year 2008, this energy totaled 31.2 MW and resulted in lOA MW for each of the
three aggregated systems. This energy was bid and awarded to Bryan Texas Utilities for the fiscal
year. For fiscal year 2009, this energy totaled 19.2 MW and resulted in 604 MW for each ofthe three
aggregated systems.

To competitively assess the energy requirement for fiscal years 2009 and 2008, KPUB went out for
bids and selected City Public Service of San Antonio for the energy above the cap.

7: Retirement Plan

KPUB provides pension benefits for all of its full-time employees through a nontraditional, joint
contributory, hybrid defined benefit plan (Plan) in the state-wide Texas Municipal Retirement System
(TMRS), one of over 800 administered by TMRS, an agent multiple-employer public employee
retirement system. Each of the over 800 participants in TMRS have an annual, individual actuarial
valuation performed. All assumptions for the most recent valuation are contained in the TMRS
Comprehensive Annual Financial Report, which can be obtained by contacting TMRS at P.O. Box
149153; Austin, Texas; 78714-9153.

Benefits depend upon the sum ofthe employee's contributions to the Plan, with interest, and KPUB­
financed monetary credits, with interest. At the date the Plan began, KPUB granted monetary credits
for service rendered before the Plan began of a theoretical amount equal to two times what would
have been contributed by the employee, with interest, prior to establishment of the Plan. Monetary
credits for service since the Plan began are a percent (100 percent, 150 percent or 200 percent) ofthe
employee's accumulated contributions. In addition, KPUB can grant as often as annually, another
type of monetary credit referred to as an updated service credit which is a theoretical amount which,
when added to the employee's accumulated contributions and the monetary credits for service since
the Plan began, would be the total monetary credits and employee contributions accumulated with
interest if the current employee contribution rate and KPUB matching percent had always been in
existence and if the employee's salary had always been the average of his salary in the last three years
that are one year before the effective date.

At retirement, the benefit is calculated as if the sum of the employee's accumulated contributions
with interest and the employer-financed monetary credits with interest were used to purchase an
annuity. Members can retire at ages 60 and above with 5 or more years of service, or with 25 years of
service regardless of age. The Plan provisions are adopted by the governing body of KPUB, within
the options available in the state statutes governing TMRS and within the actuarial constraints also in
the statutes.
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Kerrville Public Utility Board

Notes to Financial Statements

September 30, 2009 and 2008

7: Retirement Plan (continued)

Contributions

The contribution rate for the employees is 7 percent, and KPUB' s matching ratio is currently 2 to 1,
both as adopted by the governing body of KPUB. Under the State law governing TMRS, the actuary
annually determines KPUB' s contribution rate. This rate consists of the normal cost contribution rate
and the prior service cost contribution rate, both of which are calculated to be a level percent of
payroll from year to year. The nonnal cost contribution rate finances the currently accruing monetary
credits due to KPUB's matching percent, which are the obligation of KPUB as of an employee's
retirement date, not at the time the employee's contributions are made. The nonnal cost contribution
rate is the actuarially detennined percent of payroll necessary to satisfy the obligation of KPUB to
each employee at the time his or her retirement becomes effective. The prior service contribution rate
amortizes the unfunded actuarial liability over the remainder of the Plan's 29-year amortization
period. When KPUB periodically adopts updated service credits and increases in annuities in effect,
the increased unfunded actuarial liability is to be amortized over a new 29-year amortization period.
Currently, the unfunded actuarial liability is being amortized over the 29-year period which began
January 1997. The unit credit actuarial cost method is used for determining KPUB's contribution
rate. Both the employees and KPUB make contributions monthly. Since KPUB needs to know its
contribution rate in advance to budget for it, there is a one-year lag between the actuarial valuation
that is the basis for the rate and the calendar year when the rate goes into effect.

KPUB's total payroll in fiscal years 2009 and 2008 was approximately $2,895,000 and $2,769,000,
respectively, and KPUB's contributions were based on that amount. KPUB's annual pension cost of
$389,391 for fiscal year ended September 30, 2009, was equal to KPUB's required and actual
contributions.

KPUB made the required contributions which represents normal cost contribution and amortization of
the unfunded actuarial liability (13.80% of covered payroll for the months in calendar year 2009,
9.39% normal cost plus 4.41 % to amortize the unfunded actuarial liability; 12.60% of covered payroll
for the months in calendar year 2008, 10.33% nonnal cost plus 2.27% to amortize the unfunded
actuarial liability; 13.08% of covered payroll for the months in calendar year 2007, 11.08% normal
cost plus 2.00% to amortize the unfunded actuarial liability).
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7: Retirement Plan (continued)

Three-year trend information is as follows:

Annual Pension Cost and Net Pension
Obligation Years Ended September 30
2009 2008 2007

Annual pension cost
Percentage contributed
Net pension obligation

$ 389,391 $
100%

352,554 $
100%

364,229
100%

The actuarial cost method and significant assumptions underlying the actuarial calculations are as
follows:

Summary of Actuarial Methods and Significant Assumptions
December 31, 2008
Proj ected unit credit
Amortized cost
3.0%
Varies by age and service
None
7.5%
Level percent of payroll
29 years - closed period

Valuation date
Actuary cost method
Asset valuation basis
Inflation rate
Projected annual salary increase
Post retirement benefit increase
Investment return assumption
Amortization method
Remaining amortization period

Required supplementary information is as follows:

UAAL
Divided by

(4)/(5)

Annual
Covered
Payroll

Unfunded
Actuarial
Liability

Actuarial
Accrued
Liability

Summary of Actuarial Liablities and Funding Progress
(Unaudited)
Percentage

Funded
(1)/(2)

Actuarial
Value of

Assets

Actuarial
Valuation

Date

Dec. 31,2008
Dec. 31,2007
Dec. 31, 2006

(1)
8,986,430
9,523,147
9,727,886

(2)
11,256,605
11,658,320
10,730,715

(3 )
79.8%
81.7%
90.7%

(4)
2,270,175
2,135,173
1,002,829

( 5 )
2,805,990
2,712,039
2,707,024

(6)
80.9%
78.7%
37.1%
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Kerrville Public Utility Board

Notes to Financial Statements

September 30, 2009 and 2008

8: Supplemental Death Benefits Plan

KPUB also participates in the cost sharing multiple-employer defined group-term insurance plan
operated by TMRS known as the Supplemental Death Benefits Funds (SDBF). KPUB elected, by
ordinance, to provide group-term life insurance coverage to both current and retired employees for
plan years ended December 31, 2009 and December 31, 2008. KPUB may terminate coverage under
and discontinue participation in the SDBF by adopting an ordinance before November 1 of any year
to be effective the following January 1.

The death benefit for active employees provides a lump-sum payment approximately equal to the
employee's annual salary (calculated based on the employee's actual earnings, for the 12-month
period preceding the month of death); retired employees are insured for $7,500: this coverage is an
"other postemployment benefit," or OPEB.

Contributions

KPUB contributes to the SDBF at a contractually required rate as determined by an annual actuarial
valuation. The rate is equal to the cost of providing one-year term life insurance. The funding policy
for the SDBF program is to assure adequate resources are available to meet all death benefit payments
for the upcoming year; the intent is not to pre-fund retiree term life insurance during employees'
entire careers.

KPUB's contributions to the TMRS SDBF for the years ended 2009, 2008 and 2007 were $7,773,
$8,106 and $8,351, respectively, which equaled the required contributions each year.

Schedule of Contribution Rates:
(RETIREE-only portion ofthe rate)

Plan/Calendar
Year

2007
2008
2009

Annual Required
Contribution

(Rate)

0.30%
0.29%
0.26%

Actual
Contributions Made

(Rate)

0.30%
0.29%
0.26%
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Kerrville Public Utility Board

Notes to Financial Statements

September 30, 2009 and 2008

9: Accounts Payable and Accrued Liabilities

Accounts payable and accrued liabilities balances at September 30, 2009 and 2008 are comprised of
the following:

2009 2008
Accrued interest $ 238,404 $ 273,909
Accrued vacation 130,764 115,202
Accrued payroll 198,930 184,014
Accrued City fees 133,291 170,462
Sales tax payable 103,485 137,744
Miscellaneous payables 169,281 522,240

$ 974,155 $ 1,403,571
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